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INDEPENDENT AUDITORS’ REPORT

Board of Trustees
South Valley Sewer Drstnct
Draper Utah

"We have audited the accempanying financial statements of South Valley Sewer District (the District). as of and for'.

the year ended December 31, 2006, as listed in the table of contents. These financial statements are the
responsibility of the District's management. Our responsrbrhty is to express an opinion on these financial statements_ :
based on our audit. :

We conducted our audit in accordance with auditing standaids generally accepted in the United States of America
and the ‘standards' applicablé to financial audits contained in Government Auditing Standards, issued. by .the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance-about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evrdence supporting the amounts and disclosures in the financial statements.. An audit

“also includes assessing the accounting principles used and significant estimates made by management, as well as

evaluatmg the overall financial statement presentation. We belleve that our audit provrdes a reasonable basrs for our
oplmon o :

In our opmlon the financial statements referred to above present fairly, in all material respects  the financial position,
of South Valley Sewer District, as of December 31, 2006, and the respective changes in its financial position and =
cash flows for the year then ended in conformrty with accounting prmcrples generally accepted in the Umted States
of America. - ‘ B

In accordance with Government Auditing Standards, we have also issued a separate report dated May 8, 2007 on our:
consideration of the District's internal control over financial reporting and on our tests of comphance with certain
provisions of laws and regulations, contracts and grant agreements and other matters. The purpose of that report is
to describe the scope of our testmg of internal control over financial reporting and compliance and the results of that
testing and not to provide an opinion on the internal control over financial reporting or on compliance. That report
is an- integral part of an audit performed in accordance with Government Auditing Standards and should be
consrdered in conjunction with this report in considering the results of our audit. :

The management discussion and analysis is not a required part of the basic financial statements but is supplementary.
information requlred by accountlng prmcrples generally accepted in the United States of America. We have applied .

:"certam limited- procedures, which. consisted principally of ‘inquiries of management regarding the methods of - .
.- measurement ‘and - presentatlon of the requlred supplementary mformatron However, we did not. audlt the
¢ information and express no opinion on it. o ‘ - " C

The Impact Fee Schedules llsted as supplemental information in the table of contents has not been subjected to the’
audrtmg procedures applled in the audrt of the basic financial statements and, accordmgly, we express no op1n1on on .-
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SOUTH VALLEY SEWER DISTRICT
'MANAGEMENT DISCUSSION AND ANALYSIS |

. This dlscuss1on of South Valley Sewer DlSl]‘lCt s (the District) financial performance provxdes an overview of the .

District’s finaricial activities for the year ending December 31, 2006. This report should be read in conjunctlon with
the District’s financial statements and accompanying notes.

OVERVIEW.OF THE DISTRICT

The South Valley Sewer District, formally known as the Salt Lake County Sewerage Improvement Dtstrlct No. 1
was established in 1961 by resolution of the Salt Lake County Commission. As a result of legislation enacted by the
State Legislature, the District’s name was changed effective January 1, 2001. In 2002 the Board of Trustees for the
District expanded by two additional seats to a total of five Board Member In 2005, the Board of Trustees expanded
an additional two seats. The District is now governed by a seven member Board of Trustees.. :

As adopted by the Board of Trustees, it is the mission and purpose of the South Valley Sewer District to provrde'
public sanitary sewer service, including collection and treatment of sewerage, to all properties located within the
boundaries of the District in an orderly manner as rapidly as District finances will permit. The Board retains the
right, in its sole discretion, to determine the financial feasibility, location of and time of installation of all extensions
of the District’s sewer system

The District is responsible for the collection and distribution of sewage efﬂuent within the cmes of Bluffdale
Draper, Riverton, South Jordan, Herriman, approximately the southern third of Sandy, a small area in West Jordan
and the unincorporated portions in the southwest area of the Salt Lake Valley (including Copperton), As of year end,
the District encompassed approximately 105.38 square miles and has an estimated 767 miles of samtary sewer pipe
installed for public use, the majority of which is located in Salt Lake County. The remammg portlon or area
serviced by the Dlstrlct is’ located in Utah County.

FIN ANCIAL HIGHLIGHTS ‘

'. e The District‘s assets increased by $23 479,986 or 10.3%. This does not include investment 1n the South Valley

Water Reclamation Facdtty

e During 2006, the District was paid connection fees for a total of 3,363 single famlly dwelling units. Combmed;.

with commercial connections this equated to total revenue of $10,634,502. This was a growth of 8.5% based on

total connect1ons
e No long term debt was incurred during 2006.

. ln August 2004 the Dtstrlct purchased approximately 57 acres of property in Rlverton C1ty for a future
wastewater treatment facility. This was followed up in 2005 with an additional 62 acres purchased for the new -
treatment facility as a condition of Riverton City’s Conditional Use Permit. The Water Quality ‘Water

‘ Management Plan (208 Permit) was approved by Salt Lake County for the future wastewater treatment fac111ty

®  Private development has continued to occur w1thm the boundarles of the District. Durmg 2006 a total of 34 3
mlles of new sanltary sewer lmes were contrlbuted to the Dlstrlct ‘

. ln prlor years the Dlstrlct d1d not have any publlc lift stations. The District’s ﬁrst permanent lift station became .
operatlonal during. 2005 There are also three temporary lift stations that are operatlonal within the District.

OVERVIEW OF FINANCIAL STATEMENTS
This discussion and analysns are. mtended to serve as an 1ntroduct10n to the D1str1ct s basic ﬁnanc1al statements. 'The ~

District’s basic financial statements are compnsed of two components 1) financial statements and 2) notes to the
financial statements.



SOUTH VALLEY SEWER DISTRICT .
MANAGEMENT DISCUSSION AND ANALYSIS (Contmued)

' The Dlstrlct prepares its financial statéments on an enterpnse fund basw Enterprlse funds are used to account for

opetations that are financed and operated in a manner similar to private businesses, where the intent is that all costs
of providing. certain’ goods and services to the general public be financed or recovered primarily through user
charges. Under this fund, the accrual method of accounting is used. Under this method, reveriues are recorded when
earned and expenses are recorded at the time liabilities are incurred. These statements provide both long-term and

" short-term information about the District’s overall financial status. The financial statements are comprlsed of three
‘ statements and related notes to the financial statements. - o

The statement of net assets presents information on all of the assets and liabilities of the District, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may | serve as a useful
indicator of whether the financial position of the District is improving or deteriorating.

The statemen_t of revenues, expenses, and changes in fund net assets presents information showing how the District’s

net assets changed during the fiscal year reported. All changes in net assets are reported as soon as the ‘underlying'
event giving rise to the change occurs, regardless of the timing of related cash flows. Thus, all of the current year’s "
revenues and expenses are taken into account regardless of when cash is received or pa1d '

The statement of cash rows presents information on the cash receipts, cash payments, and change in cash resulting
from operations, investing, and financing activities. This statement answers questions such as where did the cash

' come from, what was cash used for, and what was the change in the cash balance during the reporting period.

" The notes to the Sfinancial statements provide additional information that is essential for a full understanding of the

data provided in the government-wide ﬁnancial statements. The notes are part of the basic financial staterments.
FINANCIAL AN ALYSIS o

As noted earller net assets may serve over time as a useful indicator of a government ] ﬁnanc1a1 posmon 'In the

 case of the District, assets exceeded liabilities by $226,148, 869

The followmg isa condensed presentation of the Statement of Net Assets:

2006 2005
Current and other assets 92,418,650 % 82,677,030
: Capltal assets 158,208,524 144,470,158
Totzil,Assets 250,627,174 227,147,188
~ Long-term liabilities outstandmg 20,786,882 2.2:,449,6.14.' .
~ Other llabllmes o o 3,601,423 5991459
Total Liabilities . 124,478,305 28',.441‘,073 o
Invested in capital‘asset:s.,- : - . : |
net of related debt 149,411,642 133,940,389
Restricted ' j49,191“,'896 52',03‘8,522"
Unirestricted 27,545,331 - 12,727,204 ¢
" Net Assets 226,148,869 ~$ 198,706,115




| . SOUTH VALLEY SEWER DISTRICT -
MANAGEMENT DISCUSSION AND ANALYSIS (Continued)

The largest portion of the Dlstnct s net assets (66. 1%) reﬂects the mvestment in caprtal assets (e g, land burldmgs :
sanitary sewer pipe), less any related debt (general obligation and revenue bonds) used to acquire those assets that is -
still outstanding. ' The District uses these capital assets to provide sanitary sewer service to the property owners of

- the District. Consequently, these assets are not available for future spendrng

- An additional pertion of the District’s net assets (21.8%) represents resources that are sub}ect to external restrrctrons':

on how they may be used. Most of the restricted fund is a result of funds collected from 1mpact fees, which must be
used for specific capital projects. This will be addressed later in the report under the expansion of the South Valley
Water Reclamation Facﬂrty (the treatment plant). :

FINANCIAL AN ALYSIS OF DISTRICT _

~ Net Assets ‘

The focus of the District’s. financial statements is to provide information on near-term inflows, outflows and
balances of spendable resources. Such information is useful in assessing the District’s financing requirements. The
net assets section on the statement of net assets is divided between invested in capital assets, net of related debt;
restricted net assets, and unrestricted net assets.. The largest portion of the District’s net assets, under the caption
“invested in capital assets, net of related debt”, reflects its investment in capital assets (e.g. sewers, buildings,
machinery and equrpment) less any related debt used to acquire those assets that is still outstanding: The District
uses these assets in providing sewage treatment services and these assets are not available for future spending.
Although the District’s investment in its capital assets is reported net of related debt, it should be noted that the
resources to repay this debt must be provided from other sources, since the capital assets themselves are not intended
to be used to hquldate these liabilities. The portion of net assets that are restricted represents resources that are
subject to external restrictions on how they may be used. The portion of net assets that are unrestricted represent .
resources that are available for the District to pay operating expenses, purchase capltal assets, or’ make debt

payments
Overview of District’s Révenues ‘

The District has three primary sources of revenue: property taxes, service charges, and connection fees. The fees

: assocmted with connection fees are directly related to the economy and related growth within the District.



SOUTH VALLEY SEWER DISTRICT
- MANAGEMENT DISCUSSION AND ANALYSIS (Contmued)

The followmg isa brref analysrs of the District’s major sources of revenues and expendltures

Revenues:

Service charges

"Connection fees

'Other operating revenues
Inspection and desrgn fees -
Property tax revenue — debt service -
Property tax revenue — operations

. Gain on sale of capital assets -
Certified account penalties
Interest income

Total Revenues

Expenditures: o
Admmrstratlve/oﬁ'rce ‘
District office/shop
Field service
" Interest & bond service expense
~ Loss on sale of fixed assets
Loss from SVWRF'

Total Expenditures -

" Net Income B'efore Contributions
. Contrlbutlons hnes and other

' Change in Net Assets

‘Total Net Assets, Beginning of Year
Total Net Assets, End. of Year

Overview of District’s Expenditn res

. The Dlstrlct has ﬁve major costs of operatlons

2006 2005
8,532,238 $ . 7,882,005
10,634,502 . . 11,965.516 -
283 453 311.841
370,592 415,784
290,565 301,555
3,910,040 3,674,049
- 12,256
6,743 5,187 .
3,320,830 1,798,508
27348963 26366791
10,785,040 " 9:867.650
303,610 272,389
1,558,996 1,289,140 .
1,102,932 999,905
8,164 -
878 407 654,192
14,637,149 13,083,276
12,711,814 13,283,515
14,730,940 14,478,725
27,442,754 27,762,240 -
198,706,115 170,943 875
226,148,869 $ 198,706,115 -

caprtal expenditures, debt service, treatment plant wages and
 benefits, and administrative costs. The deprecratlon represents the estlmated cost or portron of the | exrstmg system
: used for operatlons ‘ o



: SOUTH VALLEY SEWER DISTRICT _
' MANAGEMENT DISCUSSION AND ANALYSIS (Contlnued): »

(Expenses by Function)

_Interest & bond Loss from SVWRF
service expense - 6%
8% " ! Loss on sale of
: ’ - capital assets

0%

- Field service

nw% T

" District ofﬂee/sbob__ e ‘

2%
Administrative /
office
73%

Service Charges

" The Board of Trustees has full and independent power, as granted by State Law, to establish revenue levels and rate

designs for sewer service provided by the District. The District is not subject to rate regulatron by any State or

-Federal regulatory body, and is empowered to set rates effective at any time.

The Dlstnct has 1mplemented three service areas. Service Area 3 encompasses all flows in Utah County whrch go
into the Timpanogos Special Service District. Service Area 2 includes all land in the “Daybreak” Development of - -
approximately 5,000 acres. Service Area 1 is all other land area in the District. Service Areas 1 and 2 flow into the_
South Valley Water Reclamatlon Facility. A history of the service charges for residential customers for the DlStrlCt .
is as follows :

Year Estabhshed Monthly Service Charge

1975- 1980 . 6.00
1981 o 7.00
1982 - . - . © . 10.00
21983 - : . 15.00
1989 - 12,00 ¢
- 2004 — Service Area 1 15.00
' ~ Service Area 2 . 115.00
Service Area 3 ‘ 18.50

+ The rate for commercxal and mdustnal users is' based on wintertime water usage. Water meters are read in the fall

and spring and' thena thirty-day average in computed. This fee is calculated by using a standard residential
equivalent value and together with the winter water meter readings, a monthly service charge is calculated. This rate -
is then set in place for the next twelve months when new calculations are made. It has been determmed that the -

residential equrvalent is now 12 000 gallons per month The rate is now set at .00098 cents. per gallon based ona ‘

thirty day usage per month.



~ SOUTH VALLEY SEWER DISTRICT -
MANAGEMENT DISCUSSION AND ANALYSIS (Contmued)

Customer Accounts (as of August 3 1St of each year)

PERCENT

, TOTAL OF
‘YEAR ‘ " BILLED CHANGE
1997 _ 21,810 -
1998 24,126 10.60%
1999 : 25,965 7.60%
2000 27,989 ‘ 7.80%
2001 29,491 5.40%
2002 31,471 - 6.71%
2003 ' 33,279 5.74%
12004 35,356 6.24%
2005 : 38,301 8.33%
2006 41,045 7.16%

Included in the table above are customer accounts that relate to multiple dwellmg units. There may be one customer
which includes many units. Based upon the data available, there are 265 multiple accounts (included above) which
equates to 4, 867 units.” In other words the District is billing on a total customer base of 45, 647 connéctions.

) Property Taxes _

E 'The Dlstnct has the authorlty to set a certified tax rate. The maximum rate of levy apphcable to the Drstrrct under
. Part 3, Chapter 2, Title 17A, Utah Code Annotated 1953, as amended, for operations and maintenance is .0008.
~ This tax levy is based on a certified tax, which is set at a percent per dollar of taxable value of taxable property
~.within the entity with minor adjustments for new growth and compared to previous rates of collection. Because of

the nature of legally issued general obligation debt, districts may levy an unlimited tax levy in order to cover the
principle and interest. ThIS is not the case with debt incurred through revenue bonds. ‘ , ‘

- The Board of Trustees for the District sets property tax rates in June of each year. The County Assessor assesses a ..

value (an approxrmatlon of market value) as of January 1 of each year for all real property which the property tax
rates will apply for assessing property taxes. The property taxes assessed become delinquent after November 30.

1

Connection Fees

The District charges a connection fee for residential and non- -residential customers. As’ referenced above the
District has 1mplemented three service areas. Each service area is now reflected in the chart below. As Service

- Area 3.is for flows that are treated at the Timpanogos Special Service District, the connection fees for this area are -

remitted to that entity as per agreement. The followmg recap is a history of connection fees assessed by the District

' for smgle family dwellmg umts

Date Estabhshed ‘ . Minimum Connectlon F ee '

19712 . . S § 350
September-1972 ~ . . 390
" November 1972 . . 450
‘October 1975~ . oo . . 500 "
- September 1978 e ‘850
.. January 1987 © = : o 1,000
October'1989 . o L1382
March 1993 . . | 1,338
August 1997** S ‘ 2,901
December 1 2000 - 3,054
7



l o

SOUTH VALLEY SEWER DISTRICT o
MANAGEMENT DISCUSSION AND ANALYSIS (Contlnued)

Connectlon Fees (Contmued)

May 2004 Service Area | . $2,925

July 2003 — Service Area 2 1,965
March 2004 -- Service Area 3 2,872
December 2006 — Service Area 3 3,168

'**Up through June of 1997 Multlple Residential Dwelling Units was based on $1,338 for the first unit and $1, 004

for each additional unit. The base charge for commercial connections was $.093 per square foot of the area.served. ‘
The fee is no longer based on square footage land area being served but is now based on per square foot of building
space.per ﬂoor area. -

" In 1995, the Utah legrslature passed the Utah Impact Fees Act contained in Chapter 36, Trtle 1 of the Utah Code -

Annotated, 1953. In accordance with the Act, a Capital Facilities Plan, as prepared by Gilson Engineering, was -
adopted by the Board of Trustees on May 21, 1997. Prior to the implementation of the new fee, approximately three'.
years of connections. fees were prepaid to the District in a thirty-day time frame. The Cost of enlarging and
expanding the sewer system should be borne primarily by new development which is creating the need for
expanding the present collection and treatment facilities. The current users of the system have the financial
responsibility for the operation and maintenance of the existing system to which they are connected. . The new
growth: should pay for any expansion of the sewer collection and treatment system. The'Capital Facilities Plan
identifies the demand placed upon existing public sewer facilities by new development actrvrty and the proposed.
means by whrch the District w1ll meet-those demands.

Fees assocrated with. growth have contributed significantly to the reimbursement of revenues to the Drstrlct The

District is in its fifteenth year of unprecedented growth exceeding 1,000 connections per year, with no decline
occurring. In fact, the District has been growing between 5% and 14.4% over the last seventeen 'years. It is the
objective of the District in recent years to use this one-time source of income for reimbursement of ‘capital
improvements. In other words, growth is paying for the expansion of the District and not existing customers that
have already paid into the system. The general operations and maintenance of the District is financed through
normal service charges and property taxes assessed. As a result of this philosophy, the District has been able to -
actually be ahead of the growth in many aspects as opposed to being behind. The financial stability of the District is
fortunate, as a decline in the économy could dramatically affect associated revenues without seriously affecting the
general operations and maintenance of the District. The area which would be severely 1mpacted is the amount of
capital prOJects to be undertaken ‘would be reduced. ' '

Based on the Impact Fee Analysis, 27% in Service Area 1 and 38.75% in Service Area 2 of all connection (1mpact
fees) collected is attributed directly to the treatment plant. All connection fees in Service Area 3, except $48, pér
unit are remitted to Timpanogos Special Service District. As a result of this, each month a transfer is made to the
Treatment Plant Expansion ‘Fund for that- portion of fees paid that should be dedicated for the expansron of South

o Valley Water Reclamatron Facrlrty or the construction of the new wastewater treatment facrllty -

0verv1ew of Capltal Expendltures ‘

The two prlmary areas associated Wlth capital expendrtures w1th1n the District are assocrated w1th the mstallatlon of

new samtary sewer pipe and the expansron ‘of treatment capacrty
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L  SOUTH VALLEY SEWER DISTRICT =~

i - MANAGEMENT DISCUSSION AND ANALYSIS (Continued)
Sbuth_.\.’allex’Watel."Re‘cl;amal-tionz Fﬁéili‘tz - )

"~The South V:iilley Watéf Ré(;lamation Facility project dates back to 1976 when thle are.;l wide Basin plan ‘(urllder

Sectiqh 208 of the C!ean‘. Water Act) was completed. Planning bodies in the Salt Lake County Area determined that
three regional wastewater treatment plants would provide the optimum system for treating sewage. - '

. The South Valley Water Reclamation Fécih’ty (Facility) was organized on June 23, 1978, pursuant to the Interlocal -

Agreement of the State of Utah by tivo cities and three other governmental entities. The purpose of the Facility was
to construct and operate regional sewage treatment facilities for the benefit of the five members. .In August 2003,
the Facility became a legal entity as a special district under State Law, rather than a joint administrative entity. The.
facility is located at 7495 South 1300 West, West Jordan, Utah. The Facility is administered by a board. Each
member entity appoints one member to the board, and voting power is not related to the percentage of ownership.
Therefore, each- member is equal to another for voting privileges. The Board is responsible for adopting a budget |
-and provides the financing for Facility operations. ' L

The following is a recap of the related ownership interests and the equivalent capacity of ownership in the treat‘mént_ '
plant as of 2006. Z : o -

. , ‘ _ Percent MGD
South Valley Sewer District = ‘ 3472% 1320
West Jordan City Corporation 28.22% 10.72
.Sandy Suburban Improvement District . : 20.17% o 7.66
Midvalley Improvement District 10.11% ' 3.84
Midvale City Corporation ) 6.78% _ 2.58
AR 100.00% | 380

Federal funds were provided by the Environmental Protection Agency (EPA) to finance 75% of the original .
property, plant and equipment purchases. The Facility provided funds for the remaining 25% from member-
contributions in proportion to their ownership interests. All costs and expenses are reimbursed monthly to the
Facility by the members on the basis of sewage flow measurements and ownership percentages. The Facility has no
other significant revenue sources. o : '

South Valley Wﬁfer Reclamatlioh“l?acility\ — Phase 4 Expahsion Project

The current phase of the Reclamation Facility plant expansion will increase its capacity from 38 MGD' (million
gallons per day) to 50 MGD. at an estimated cost of $21.3 million. The District will purchase an additional-
ownership interest equivalent to 3 MGD and West Jordan City will purchase an additional ownership interest
equivalent to 7.5 MGD with the other member entities purchasing the balance. The Reclamation Facility expansion
known:as Phase IV commenced construction in 2000 and is scheduled for completion by 2010. Concurrent with the

f _expansi"on, there are upgrades planned for the treatment facility which are estimated to cost approximately $43.3
million (the “Reclamation Facility Project”). Each member entity of the Reclamation Facility is responsible for

financing its proportional share of the Reclamation Facility Project. The District financed the current phase known
as 4C through a revenue bond issue in 2005. - It is anticipated that the final phase (4D) will be financed through a
joint bond issue through the Reclamation Facility. The percent of ownership and the mgd in ownership will not be.
allocated until the end of phase 4D. - .- - o - ' : C : -

'Proposed New Treatinent P_It_m_f ‘

A new sewage treatmént fécility for the District is proposed to be constructed in Riverton City which is situated
within the boundaries of the District. A site has been p_urChased and a conditional use permit has been obtained from
the City. Further approvals are being sought at this time. Itis anticipated that the Riverton Treatment Facility




: SOUTH VALLEY SEWER DISTRICT ‘
MANAGEMENT DISCUSSION AND ANALYSIS (Contmued)

'de51gn w1ll take one year to complete with constructron takmg an additional two-years. - The Rlverton Treatment

Facility needs to'be operational with timely approvals in order to avoid possible self-lmposed growth restrlctlons\
within the District. ‘

‘Based on the Draﬁ Wastewater Facility Plan, the Riverton Treatment Facility is estlmated to cost approx1mately
'$126 million. Over the last 10 years, the District has set aside approximately $30 million to offset treatment

capacity needs. It is anticipated additional bonds in the amount of approximately $96 million will be needed to fund
the remaining balance. It is anticipated that a rate increase in both impact fees and service charges will take place
durlng 2007 in preparatlon for the new bond issue. :

ECONOMIC FACTORS
The largest 1mpact on the DlStl‘lCt ’s budget is based upon the building industry; new developments result. in

connection fees and then subsequently an increase in service charges and property taxes The increase in
expendrtures corresponds also with the increase of new connections. ‘ '

‘ Growth within the District

The followmg isa hst of plpe footage contributed to the District as subdivisions were completed and ﬁmshed for

each of the previous years. This demonstrates rather dramatically the initial drop in 1998 and 1999 and then

resurgence in development over the last seven years. This is directly related to the amount of revenues ‘generated

not only in development review fees but the subsequent growth that follows in paid connectlon fees and ultlmately _
serv1ce charges. - :

Footage
o | of o N
" Year Pipe ; Miles

1994 119,207 226
1995 . 123,692 23.4
1996 125,517 23.8
1997 132,461 ‘ 25.1
1998 198,670 ' 20.6
1999 73,322 139
2000 ‘ 132,084 1 25.0
2001 117,028 \ 222
2002 164,252 ' 31.1
2003 B 142,403 . 269
2004 - 175,047 332
2005 .. 210,435 . 39.9

2006 181,129 - 343

Within the DlStl'lCt boundarles there is currently an mventory” of 5, 213 units in approved subdwnsrons which have =
not paid a connectlon fee nor connected to the sewer system as they are vacant lots avallable for bulldmg

REQUESTS FOR INFORMATION

This financial report is de51gned to provide a general overview of South Valley Sewer District’s ﬁnances for all
those with an interest in the government’s finances. Questions concerning any of the information provided in thls_.
report or requests for additional information should be addressed to South Valley Sewer District, General Manager C o
874 East 12400 South Draper Utah 84020 S : L :
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._ ' SOUTH VALLEY SEWER DISTRICT

- STATEMENT OF NET ASSETS
' ‘December 31, 2006 '
Assets
Current Aésets; . .
Cash and cash equivalents - $ 10,687,934 .
Receivables T
Service fees : : : , - L,137,144.
Property taxes ‘ ‘ ' ‘ o '119,476
Certified liens on property ' o . 76,360,
Contract-RDA = ‘ ' ... 411,663
Miscellaneous ' : : 760,464
Prepaids ‘ ‘ R 93,507 .
Total Current Assets'_ - _ . B B 13,'28'6,5“48 B
Capital Assets: - ‘ ‘ ‘ o
Land _ ﬁ S ©7,575,110.
Construction in progress - ' P 2,273,356
Property and equipment - net _ . L
Collection system : ; _ - 146,711,396
Buildings, - - o Lamen
Office furniture and equipmerjt . : . 123,146 .
Operating equipment . , L 1,054,246
Total Capital Assets * | 158,208,524 -
Other Assets; = ‘ ‘ ‘ e
Restricted cash . : 60,499,232
Deferred charges R _ 679,177
Investment in South Valley Water o - C
Reclamation Facility ‘ ' S 17,021,127
Intangible asset . - : o 932,566
Total Other Assets - | L 79.132,102°

Total Assets : B . o $ 250,627,174

The accompanying notes are an integral part of these financial statements.

T



SOUTH VALLEY SEWER DISTRICT
STATEMENT OF NET ASSETS (Continued)

~ December 31, 2006
Liabilities
Current Liabilities: ‘ ) : : ‘ a
Accounts payable . . . : - $  L717,873 .
Accrued liabilities ‘ s SR . 79,378
Deferred revenue . . . ' LD T 93,185,
Cash bonds from developers (payable from restricted assets) ‘ \ 1,800,987
Long-term debt due within one year ‘ ‘ R 220,000
Total Current Liabilities . | 3911423
Non-_Cﬁrrerit Liabilities: | _ ' . S
Long-term debt due in more than one year L 20,566,882
‘Total Liabilities | 24478305
Net Assets _ .
Invested ih cabital assets, net of related debt ‘ ' ' 149,4.1 1,642 -
*Restricted for: N " ‘ : o
General impact fees C 23,292,237
SVWRF impact fees - _ .. 25,899,659
Unrestricted . - SR 27,545,331
Total Net Assets ' : - © 226,148 869
‘Total Liabilities and Net Assets - ' C - $ 250,627,174

The accompanying notes are an integral part of these financial statements,
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SOUTH VALLEY SEWER DISTRICT

g

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS B

For The Year Ended December 31, 2006

- O_per:altling ‘Re'venue'.s .

Service charges
~ Connection fees . .
* Inspection fees
Other operating revenues

- Total Opel"ating Revenues

Operating Expenses :
Operations/adminstrative/office
District office/shop
~ Field service

Total Operatmg Expenses

Operating Income

' Nonoperating Revenues (Expenses)

Property tax revenue
Property tax revenue - debt service
- Certified account penalties
" Interest income :
_ Bond interest expense
Loss from SVWRF
Gain (loss) on disposal of assets

Total Nonoperat_ing Re‘venues (Expenses)
Net Income Before C('mtrib.ufed Capital |
Contributed Capitai - LThes ‘ ‘
Change In Net Assets
Total Net Assets, Beginning of Year
Total Net Assets, End of Year

The accompanying notes are an integral part of these financial statements.
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- 10,634,502

8,532,238

370,592

283,453
19,820,785

10,785,040

303,610.- -

1,558,996

12,647,646

7,173,139

13,910,040
290,565
6,743
3,320,830
(1,102,932)
(878"407)
_(8,164) -

5,538, 675

12,711,814,

. 14,730,940

27,442,754

198,706,115

$ 226148869



' SOUTH VALLEY SEWER DISTRICT
. STATEMENT OF CASH FLOWS
- For The Year Ended December 31, 2006

- Cash'.FldWs From Operating Activities

Receipts from customers'and users
Payments to suppliers -
Payments to employées

Net Cash From Operating Activities .

Cash Flows From Investing Activities
Interest Income
Distributions from SVWRF
Contributions to SVWRF

Net Cash From Investing Activities

Cash Flows From Capital and Related Financing Activities
Purchase of property and equipment
Proceeds from sale of property and equipment
Principal paid on bonds
Interest paid on bonds
_ Property tax receipts
- Certified account penalties
Restricted cash - net increase
Cash bonds from developers - net decrease

. Net Cash Frdm ‘Capital and Related Financing Activities

" Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Césh Equivaients; Beginning of Year
Cash and Cash Equivalents, End of Year

The accompanying notes are an integral part of these financial statements.
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19,048,444
(4,879,624)
(2,057,931)

12,110,889 .

3,320,830 " -

518,956 -

(4,190,890)

(351,104)

(3,878,856)
785

" (2,495,000)

(1,019,996)
4,149,411°

6,743
(3,763,597)

(2,868.401)

(9,868,911)
1,890,874
8,797,060

10,687,934



_ SOUTH VALLEY SEWER DISTRICT
. STATEMENT OF CASH FLOWS (Continued)
For The Year Ended December 31, 2006

- Reconciliation of Qpérating Income to Nét Cash From Operating Activities:

Operating Income : ) ‘ a : S8 7,173,139

Adjustments to reconcile operating income to net cash
from operating activities:

Depreciation expeﬁse ' - _ P 4,862,481 - -
(IricreaSe) Decrease in current assets K S ‘ "

Receivables N _ _ " (865,526)

Prepaid expenses - o , ' S 302,275
Increase (Decrease) in current liabilities _ RS a

Accounts payable S : C : : 537,892'

Accrued liabilities o . R - 7,443

Deferred revenue o . : : 93,185

Net Cash From Oberatihg‘Activities ‘ $ 12,110,889 |

: Noigcash Investing, Capital, and Financing Activities

. The District received as contributed capital sewer lines capital valued at $14,730,940 .

The District'r'ec‘:o'gni-ze‘d a net loss of equity investment in South Valley Water
- Reclamation Facility (SVWRF) of $878,407

The District recorded $185,134 of deferred bonds costs that were amortized to bond interest éxpénsé. |

The accompanying notes are an integral part of these financial statements. - : v
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SOUTH VALLEY SEWER DISTRICT
NOTES TO F INANCIAL STATEMENTS

'NOTE 1 SUMMARY OF ACCOUNTING POLICIES

) Reportmg Entity
~South Valley Sewer District (the District) was established by resolution of the Board of County

Commissioners of Salt Lake County in 1961 to acquire and operate a system for the collection, treatment

“and disposition of sewage within its geographic boundaries. Salt Lake County has no oversight
* responsibility over the District. The District is not included in any other governmental “reporting entity”
- as defined by Government Accounting Standards Board (GASB) Statement 14, sinceé the Board of

Trustees are elected (4) and appointed (3) by the public and have decision making authority, the authority
to levy taxes, the power to designate management, the ability to significantly influenee operations and
primary accountability for fiscal matters. In addition, there are no component units as deﬁned in GASB
Statement 14 which are included in the District’s reporting entity.

Summm of Sigmﬁcant Accounting Policies

The accounting polrcres of the District conform to accounting principles generally accepted i in the Umted
States of America as applicable to government entities. The District has elected, under GASB Statement
20, to follow the pronouncements issued by the Financial Accounting Standards Board and

‘Interpretations issued on or before November 30, 1989, unless those pronouncements conflict with or

contradict GASB pronouncements. The District has also elected to follow the pronouncements issued by
the Financial Accounting Standards Board and Interpretations issued after November 30, 1989, unless
those pronouncements conflict with or contradict GASB pronouncements.

‘ The following isa summary of the,more signiﬁcant policies.

. Financml Statement Presentation and Basis of Accounting
' The District prepares its financial statements on an enterprise fund basns Enterprise funds are used to
. account for operations that are financed and operated in a manner similar to private businesses;
. where the intent is that all costs of providing certain goods and services to the general public be
" financed or recovered primarily through user charges, or where it has been deemed that periodic
- determination of net income is appropriate for capital maintenance, public policy, management
. control, accountability, or other purposes. Accordingly, the District's financial .statements are
~ presented. on the accrual basis of accounting. Revenues from operations, investments, and other
_ sources are recorded when earned and expenses are recorded when liabilities are incurred Non-
..exchange transactions, in which the District receives value without directly giving equal’ value in -
K 'retum includes property tax revenue and contributed sewer lines.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods
and services in connection with a proprietary fund’s principal ongoing operations. The principal
operating revenues of the District are charges to customers to. the systém. Operating expenses for
. the District include the costs of treatment, personnel, administrative expenses, and ‘depreciation on
- capital assets. All revenues and expenses not meeting this definition are reported as nonoperating

' -revenues and expenses :

Restricted Assets - Co

The District maintains specific investments held by the Utah Public Treasurer’s lnvestment Poo] for
safekeeping of funds relating to impact fees, contractor bonds debt service reserves, unspent
proceeds from debt, and general cash reserves. ‘

: When both resmcted and unrestricted resources are available for use, it is the District s policy to use‘ ‘
: .restrlcted resources first, then unrestricted resources as they are needed. ‘ :




SOUTH VALLEY SEWER DISTRICT |
- NOTES TO FINANCIAL STATEMENTS (Contlnued)

NOTE 1 SUMMARY OF ACCOUNTING POLICIES (Continued)

Summarv of Signiﬁcant Accounting Policies (Continued)

E Propertv and Equipment

Property and equlpment are stated at cost, which includes capltallzatlon of interest costs mcurred
during prior years’ construction. Normal maintenance and repair expenses that-do not add to the
value of the asset or materially extend asset lives are not capitalized. Improvements are capitalized
and depreciated over the remaining useful lives of the related fixed asset. The net book value of

property sold or otherwise disposed of is removed from the property and accumulated deprematxonr ‘
accounts and the resulting gain or loss is included as non-operating revenues or expenses

Depreciation of property and equipment was computed using the stralght-llne method over the
following estlmated useful lives: -

Sewer lines | . ./40 years '

Office building . 40 years
Furniture and fixtures . 10 years
Automobiles and trucks : 5-8 years
Tools and equipment : 10 years -

Joint Venture ‘
The District accounts for its interest in South Valley Water Reclamatlon Facility (SVWRF) asa Jomt o

E venture under the equity basis of accounting.

Contributed Capital - ‘ :

The District receives title to various sewer lines that have been constructed by developers after the
District certifies that these sewer lines meet all the required specifications. The District records
sewer lines at the fair market value provided by the District’s engineers, which are deprecxated under
the methods and life set forth above.

Vacatlon and Other Compensated Absences

- District employees are entitled to certain compensated absences based on their length of
employment. Ten days (80 hours) of vacation can be carried over to the next year. The Dlsmct has
‘no post-retlrement (health and life) insurance benefits.

, Propertv Tax Revenues
‘Property tax rates are set in June of each year by the Board of Trustees for the District. County
- Assessors assess a value (an approximation of market value) as of January 1 of each year for all real
_property, which: the property tax rates will apply for assessing property taxes ‘The: property taxes

assessed become delinquent after November 30. The District’s certified tax rate in Salt Lake County
for 2006 was 0.408 mills of which 0.028 mills was appropriated for debt service of general’

“gbligation bonds, and the balance of 0.380 mills was for operations and maintenance, The District’s _
- .certified tax rate in Utah County for 2006 was 0.289 mills of which 0.033 ‘mills was appropriated for

debt service of .general obligation bonds, and the balance of 0.256 mills was for operations and-"
maintenance. The tax rate to be used for the purpose of debt service is not limited. The authority to

issue general obhgatlon bonds payable from assessed property taxes must be approved by a majority -
of the qualified electors of the District. The District is not.limited for issuing revenue debt and ho =~

_'electlon is requlred Total property tax revenue for the year was $4,200, 605

Budgetary Accountmg : : : _
The District adopts an_ annual budget which is mamtamed on an accrual ba51s “All annual -
approprlatlons lapse at fiscal year end. : ‘ o Co




' SOUTH VALLEY SEWER DISTRICT |
- NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 1 SUMMARY OF ACCOUNTING POLICIES (Contmued)

NOTE 2

Summary of Slgmﬁcant Accountmg Policies ( Contmued)

" Cash and Cash Equivalents ‘ ‘
Excess cash as determined by management is invested in the Utah Public. Treasurer’s Investment
. Pool. All non-restricted amounts are con51dered to be cash and cash eqmvalents for. cash ﬂow.‘
© - statement purposes. :

- Allowance for Doubtful Accounts
" The District has not set up an allowance for doubtful accounts for receivable of sewer service fees
. Unpaid fees are certified to the County and attached as liens on the related real estate.

Retamag ' '
The District requires developers to post a bond of 110% of the cost of the project. After the Dlstrlct ‘
accepts the completed project, the District releases all of the bonds except 10%. The remaining 10%

" of the posted bond is not released until the warranty period required by the District is met. The

. District records the total cost of each completed project after it has been satisfactorily completed and
accepted. Warranty work done during the warranty period will be performed by the developer or
collected from the bond posted by the developer. :

~ ‘Estimates and Assumptions : o
The preparation of financial statements in conformlty with accounting principles generally accepted .
" in the United ‘States of America requires management to make estimates and assumptions that affect
_the reported amounts of assets and liabilities and disclosure of contingent assets and-liabilities at the
date of financial statements and the reported amounts of revenues ard expenses during the reportmg
period. Actual results could differ from those estimates. .

CASH AND INVESTMENTS

The'District s deposit and investment policy is to follow the Utah Money Management Act. ‘However,

“the District does not have a separate deposit or investment policy that addresses specxﬁc types of dep051t

and lnvestment l'lSkS to whlch the District is exposed

The followmg 1s a summary of the Dlstrlct s cash and investments as of December 31, 2006:

Carrymg

_ _ _ Amount
Utah Public Treasurer's Investment Pool ! Lo C $ 7 70,127,901
- Petty cash and checks held for collectlon o o L 200
Cashinbank = R - o ¢ 1,059,065

'_TotalCashandlnveStxnents e s 71,187,066




_NOTEZ

' SOUTH VALLEY SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS (Contmued)

CASH AND INVESTMENTS (Contmued)

‘ As reported on the Statement of Net Assets:

Cash and cash equivalents . . | $ 10,687,934

.Restricted cash: .
_Construction fund - 2005 Series revenue bonds ' .95 13,8.01
" Impact fees - Collections 23,292,237
Impact fees - Treatment : C 25,899,659
-Contractors cash bonds . 1,793,535
- ' 60,499,232
Total Cash and Invéstments | $ 71,187,166

The District follows the requirements of the Utah Money Management Act (Utah Code Annotated 1953,
Section 51, Chapter 7) in handling its depository and investment transactions. This law requires the
depositing of District funds in a "qualified depository". The Act defines a "qualified depository” as any
financial institution ‘whose deposits are insured by an agency of the Federal government and which has
been certified by the state commissioner of financial institutions as meeting the requrrements of the Act

, and adhermg to the rules of the Utah Money Management Council.

The Money Management Act also governs the scope of securities allowed as approprlate investments for
the District and conditions for making investment transactions. lnvestment transactions are to be
conducted through qualified depositories or primary reporting dealers. ' :

The District’s cash and cash equivalents and investments are exposed to certain risks as outlined below:'

Custodial credit risk — deposits is the risk that in the event of a bank failure, the' Dlstrlct 5 deposrts
may not be returned to it. As of December 31, 2006; the carrying amount of the District’s deposits
were $1,059,065 and the bank balance was $874 461. Of the bank balance, $100,000 was covered
by federal depository insurance. The remaining $774,461 balance of deposits was exposed to
custodial risk because it was uninsured and uncollateralized. Deposits are not collateralized nor are -
they required to be by state statute. However, the State Commissioner of Financial Institutions
monitors financial institutions and establishes limits for the deposits of public money at mdlvrdual
- financial institutions, and the District follows these recommendatrons

Custodial credit risk — investments is the risk that in the event of the failure of a counterparty, the
District will not be able to recover the value of its investments that are in the possession of an
outside party. The District’s investment in the Utah Public Treasurer s lnvestment Fund (PTIF) has
no custodial credit risk.

: 'lnterest' rate risk is the risk that changes in the interest rates will adversely affect the fair I\'/alue ofan. .
" investment. The District manages its exposure by investing only in the Utah Public Treasurer’s
.- Investment Fund, The fair value of the Drstrlct s investment in the PTIF is $70, 128 392 wrth a
: carrymg value of $70 127 901.:

-Credzt risk is ‘the risk that an issuer or other counterparty to an invéstment will not fulfill its
obligations. .The District only invests in the Utah Public Treasurer’s Investment Fund.: As of
December 31 2006 the Utah Public Treasurer s lnvestment Fund was unrated ' : :




'SOUTH VALLEY SEWER DISTRICT
NOTES TQ FINANCIAL STATEMENTS (Continued)

NOTE 2 CASH AND INVESTMENTS (Continued)

Concentratron of credit risk is the risk of loss attributed to the magnitude of a govemment S .
investment in a single issuer. The District’s investment in the Utah Publlc Treasurer ] lnvestment
Fund has no concentratlon of credit risk.

‘The Distric_t invests in the Utah Public Treasurer’s Investment Pool (PTIF), which is a voluntary external
Local Governmental Investment Pool managed by the Utah State Treasurer’s Office and is audited by the

‘Utah State Auditor. No separate report as an external investment pool has been issued for the PTIF. The

PTIF is not registered with the SEC as an investment company, and is not rated. The PTIF is authorized

-and regulated by the Utah Money Management Act, (Utah Code Title 51, Chapter 7). The PTIF invests

in high-grade securities which are delivered to the custody of the Utah State Treasurer, assuring a
perfected interest in the securities, and therefore, there is very little credit risk except in the most unusual

- and unforeseen circumstances. The maximum weighted average life of the portfollo does not exceed 90

days.

Deposits in the PTIF are not insured or otherwise guaranteed by the State of Utah, and participants share
proportionally in any realized gains or losses on investments. The PTIF operates and reports to

. participants on an amortized costs basis. The income, gains, losses, net of administration fees, of the

PTIF are allocated to participants on the ratio of the participants’ share to the total funds in the PTIF -
based on the participants’ average daily balance. The PTIF allocates income and issues statements on.a
monthly basis. Twice a year, at June 30 and December 31, which are the accounting periods for public

- - entities, the investments are valued at fair value and participants are informed of the fair value valuatlon

" NOTE3

factor Additional information is available from the Utah State Treasurer’s Office.

CERTIFIED LIENS ON PROPERTY'

Certlﬁed liens as of December 31, 2006 in the amount of $76 360 represents the total amount of past due
accounts receivable for service fees, unpaid connection fees and penalties which have been certified to
the Salt Lake County Treasurer’s office for attachment to the related real estate property as liens. No
reserve for uncollectible accounts has been established, as the property cannot be sold or transferred-
without first clearing those liens from the records. '

20




SOUTH VALLEY SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS (Contmued)

N OTE 4 CAPITAL ASSETS

NOTE §

The followmg summarizes the District’s capital assets for the year ended December 3 1, 2006:

Balance L “ " 'Balance
12/31/05 Additions ‘Deletions’ 12/31/06
| ‘C'%'lpi‘tal Assets not being depreciated R ‘ :
Land and easements ‘ $ 7241648 $ 333462 § - - % 7575110

* Construction in progress 2,703,623 2,009,293 (2,439,560) 2,273,356 .
Total Capital Assets not ) ' - |

being depreciated - 9.945,271 2,342,755 (2,439,560) . 9,348,4§6 :

Other Capital Assets _ : : S

" Collection system B 173,623,581 18,311,977 . - 191,935,558
Buildings® - ' 1,398,774 - C - T 1,398,774
Office furniture and equipment 466,559 58,021 - (39,702) 484,878
Operating equipment ' 2,783,111 336,603 - 3,119,714

Total Other Capital Assets . | L | ‘
.. at historical cost 178,272,025 18,706,601 (39,702) 196,938,924
Less Accumulated Depreciation g . . -
, Collection system (40,687,200) (4,536,962) AT ‘(45 224,162)

' Buildings o (883,340) (44.164) - © o (927,504)
‘Office furniture and equipment (351,020) (41,465) 30,753 (361,732)
Operatmg equipment (1,825,578) (239,890) ' - . (2,065,468)

Total Accumulated Depreciation (43,747,138) (4,862,481) ' 30,753' ‘ ‘l(4'8,578,866)‘
Other Capltal Assets, Net ‘ 134,524,887 13,844,120 (8,949)" - "148,,‘360,058‘

Property and Equlpment, Net $ 144470158 $ 16,186,875 $ ('2',448,509)' $ 158,208,524

Depreciation expense of $4,862,481 was charged to operating expense for the year ended December 31,

2006.

INVESTMENT IN SOUTH VALLEY WATER RECLAMATION FACILITY

During 1978, the District entered into a joint venture with two other special districts and two.other cities
to form the South Valley Water Reclamation Facility (SVWRF). The joint venture was organized to
construct and operate a regional sewage treatment facility for the benefit of the five members. .In August
2003, SVWRF became a legal entity, as a special dlstrlct under’ State Law, rather than a joint

admlmstratlve entity.

The five members and their related ownershlp interests are listed below and are based on the members \
ownership of SVWRF’s current million gallons per day (MGD) capacxty, and not the ownershlp of future
capac1ty that is currently under construction.
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SOUTH VALLEY SEWER DISTRICT |
NOTES TO FINANCIAL STATEMENTS (Contmued)

NOTE- 5 INVESTMENT IN SOUTH VALLEY WATER RECLAMATION FACILITY (Contjnued)'

Percent' . ‘ MGD

South Valley Sewer District 34.72% , 13.20
West Jordan City Corporation . ' 2822% . 10 72
Sandy Suburban Improvement District 20.17% ‘ 7.66
Midvalley Improvement District S10.11% - 3.84
Midvale City Corporation 6.78% 2.58

100.00% - . 380

The joint venture is administered by a board of trustees with representatlve from the ﬁve entities. Each
member appoints one member to the board, and. voting power is not related to ownership. Therefore,

each member is equal to another for voting privileges. The joint venture is responsible for adopting a
budget and financing its operations, subject to the approval by each of the five members. Each member-

‘is billed its share of operating costs based on the member’s metered usage. The District paid operating

costs of $3,531,442 and capital contributions of $4,088,119 to the joint venture for the year ended
December 31, 2006. As of December 31, 2006, the District had payables of $1,480,655 to the Jomt
venture. :

‘ The- fol‘lowing aré condensed summaries of the joint venture’s audited balance sheet and statement of

operations as of December 31, 2006 and for the year then ended. The amounts at December 31, 2006
were provided from. separate audited financial statements, which are available at the office of South ‘

Valley Water Reclamatlon Facnllty, 7495 South 1300 West, West Jordan, Utah 84084.

Assets _ . ] Lo
3 Current Assets D - $ 25326415
Property and Equipment (net) : 59,124,624

Total Assets . . ' ' $ 84,451,039

Liabilities and Net Assets
Current Liabilities o ‘ 0§ 4083253

Long-term Liabilities ' ‘ -~ 20,578,121

Net Assets o .- 59,789,665
Total Liabilities and Net Assets _' - $ . 84,451,039 -

' Operating Revenues C L . - ‘ '$ ' 7_,905,83_6'

- .. Operating Expenses - Co B - "~ (8,090,503)

- Income. From CperatiOns o _ ' . ‘ " R -(184,667)
I)épreci_ation ‘Exp'en:se : " o (3,540,985)' k
Nonoperating Revenues (Expenses) - - B - 184,667
NetLoss . ' L 8 (3,540985)
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. NOTE 5

NOTE 6

NOTE7

. SOUTH VALLEY SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS (Contlnued)

INVESTMENT IN SOUTH VALLEY WATER RECLAMATION FACILITY (Contmued)

o The amount of the investment in SVWRF is carried at an amount that is hlgher than the District s
v \ownership percentage of the underling equity in net assets as shown in SVWRF’s Deeember 31, 2006
 audit report. This difference is due to SVWRF basing the members’ ownership on current MGD, and not.

the ownership of future capacity that is currently under construction. SVWREF is currently constructing

“additional capacity, called Phase 1V, to add an additional 12 MGD, for a total of 50 MGD, of which the
District is purchasing 25%. When SVWRF has completed Phase IV, the District will have an ownership
- mterest in SVWRF of 32% and capacity of 16.2 MGD.

INTANGIBLE ASSET

On March 14, 2001, the District purchased 1.9 MGD of wastewater treatment capncity in the wastewater
_ treatment plant for $3,040,000. The purchase price paid by the District was higher, by $932,566, than the

estimated value of the 1.9 MGD calculated on the equity basis of accounting. The difference between the
purchase price paid and the estimated fair value represents goodwill and was recorded as an 1ntang1ble ‘
asset. The District has adopted the provisions of Financial Accounting Standards Board No. 142,
Goodwill and Other Intangibles (FASB 142). The goodwill amount is a non-amortizable intangible asset
and- in accordance with FASB 142 has not been amortized. The District annually assesses whether an -
impairment of the goodwnll amount has occurred. Impairment would occur when the carrying amount of
the goodwnll amount is estimated to be greater than fair value. -

DEFEASED DEBT

The District defeased the entire balance of the 1973 Series A General Obligation Bonds. The 1973 Series -
A were defeased by placing a portion of the proceeds from the Series 1986 Improvement and Refunding -
Bonds in an irrevocable trust to provide for all future debt service payments on defeased ‘bonds. The

prmcxpal amounts outstandmg as of December 31, 2006 for the 1973 Series A General Obligatlon Bonds ‘

" is $385,000.

The District partially defeased the 2000 Revenue Bonds in the amount of $4,150,000. The portions of
the bonds were defeased by placing a portion of the proceeds from the 2003 Sewer Improvement
Revenue Bonds in an irrevocable trust to provide for the future debt service payments on the defeased.
bonds. Accordingly, the trust account assets and the liability for the defeased bonds are not included in
the District’s financial statements. The principal amounts outstandmg as of December 31, 2006 for the
2000 Revenue Bonds is $4,150,000.
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" SOUTH VALLEY SEWER DISTRICT
 NOTES TO FINANCIAL STATEMENTS (Contmued)
"N OTE 8 LON G—TERM DEBT

:The followmg is a summary of the changes in long -term debt obligations for the year ended December

‘ 31 2006:.
Beginning 'Ending . © . Due Within -
‘ Balance Additions Reductions Balance. One Year .
General oblli'g'atibn‘b'onds‘ : ) _ S
' 2001 General obligation bond $ 860,000 $ - $ (210,000) $ . 650,000 . % 220,000
Total general obligation bonds 860,000 - (210,000) | 650,000 . 220,000
Revenue Bonds - ' ‘
2000 Revenue bond ' 2,620,000 - (605,000) 2,015,000 -
~ 2001 Revenue bond 4,765,000 - (1,530,000) 3,235,000 -
© * 2003 Revenug bond - 2,360,000 - (150,000) 2,210,000 -
2005 Revenue bond 11,990,000 - - 11,990,000 -
Plus unamortized premium 789,080 - (102,198) . 686,882 B -
Total Revenue Bonds 22,524,080 - (2,387,198) 20,136,882 .
Total Long-Term Debt ' $ 23384080 $ - $  (2,597,198) § 20,786,882 $ 220,000

" The District has a General Obligation Bond. The General Obligation Bond is a direct ebligatiOn of the,
District. Interest on this bend is payable semiannually at 4.4%. The following summarizes the District’s
“General- Obllgatron Bond debt service requirements as of December 31, 2006. ‘

' Year endmg December31, ' Principal Interest o “To_tal
2007 $ 220000 $ 14300 . $ 234300 .
-2008 . 220,000 ‘ 18,920 g 238,920
12009 B 210,000 9,240 © 219,240

CTotal ~ $ 650000 $ 42460 $ 692460

The District has issued Revenue Bonds. The revenues of the District are pledged to pay the debt service
on the revenue bonds. Interest on these bonds is payable in semiannually at varying interest rates ranging
“from 2.50% to 5.75%. The following summarizes the District’s revenue bonds debt serv1ce requ1rements
as of December 31 2006.

Year endlng December 31, ‘ Principal Interest ~ ° Total
2007 o - $ - $ 445980 $ . 445980
2008 . T o 2,375,000 839,523 3,214,523
- 2009 S ‘ . 2,480,000 731,796 3,211,796,
210. .. 7 S s . 2605000 622,988 3,227,988 -
2011 S 950,000 546,906 1,496,906
2012-2016 - . B 15,515,000 . 1,998,595 . 1,513,595
20172020~ © e © .7 5,525,000 . 565,547 " .6,090,547

‘ ‘19,450,0.00 —— 5,75],33‘5 $ 125,201,335
Plus dnamortized‘premium L 686,882

Total L © . -§ 20,136,882




 SOUTH VALLEY SEWER DISTRICT
NOTES TO FINANCIAL STATEMENTS (Continued)

' NOTE9 PENSION PLAN

_liamm
The South Valley Sewer District contributes to the Local Governmental Contrlbutory Retlrement System

Local Governmental Noncontributory Retirement System employer defined benefit pension plans
administered by the Utah Retirement Systems (Systems) all of which are cost sharing multiple-employer
" defined benefit pension plans administered by the Utah Retirement System. The Systems provide
retirement benefits, annual cost of living allowance and death benefits and refunds to plan members and
‘beneficiaries in accordance with retirement statutes established and amended by the State Leglslature -

The Systems are established and governed by the respective sections of Chapter 49 of the Utah Code ‘
Annotated 1953 as amended, which also establishes the Utah State Retirement Office (Office) for
administration of the Utah Retirement Systems and plans. Chapter 49 places the Systems, the Office and
related plans and programs under the direction of the Utah State Retirement Board (Board) whose .
members are appointed by the Governor. The Systems issue a publicly available finaricial report that
includes financial statements and required supplementary information for the systems and plans. A copy
of the report may be obtained by writing to the Utah Retirement Systems, 540 East 200 South, Salt Lake
City, Utah 84102 or by calling 1-800-365-8772.

The District is legally obligated to contribute to the retirement systems as long as they have employees
- meeting membership requirements. All required contributions were paid within the applicable periods.

Funding Policy - ‘
Plan members in the Contrlbutory System are required to contribute 6% of their annual covered salary

(of which 4.01% was paid by the District for the employee) and the District is required to contribute
7.08% of their annual covered salary for the period beginning January 2006 through June 2006, and
7.58% of their annual covered salary for the period beginning July 2006 through December 2006.

In_the Noncontributory System, the District is required to contribute 11.09% of their annual covered
salary for the period beginning January 2006 through June 2006, and 11.59% for the period begmmng
July 2006 through December 2006. The contribution rates are the actuarially determined rates and are
approved by the Board as authorized by Chapter 49. : -

* The District’s contrnbutlons to the Contributory system for the years ending December 31, 2006, 2005

- and 2004 ‘were $5,271, $5,017 and $4,599 respectively; and for the Noncontributory Retirement System
the contributions for December 31, 2006, 2005, and 2003 were $130,393, $119,867 and $105 882"
respectlvely The contrlbuuons were equal to the requrred contrlbutlons for each year. -

“The Dlstrlct partrcrpates in a 401K plan offered through the ‘Utah State Retlrement System The
Dlstrlct § contributions for years ended December 2006, 2005, and 2004 were $181,082, $130,400 and

! $83 106,. respectwely The employees’ contributions for the. years: ended December 31, 2006, 2005 and
- 2004 were $14, 832 $23 780 and $18 922, respectlvely ' ‘ ‘

NOTE 10 DEFERRED COMPENSATION PLANS

The Dlstrlct also partrclpates in a deferred compensatlon plan created in accordanCe with Intemal
Revenue Code 457 The plan, available to all District employees, permits them to defer a portlon of their
salary until future years. Participation in the plan is optional. The deferred compensation is not available
‘to employees until termination, retirement, death, or unforeseeable emergency. Districtcontributions for
the years ended December 31, 2006, 2005, and 2004 were $0, $l6 508, and $30,659, respectively. The
employees’ contributions for the year ended December 31, 2006 2005 and 2004 were $3,500, $3 160,
and $4,040 respectively. - ‘ ‘
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SOUTH VALLEY SEWER DISTRICT -
NOTES TO FINANCIAL STATEMENTS (Contmued)

NOTE 11 FUTURE CONSTRUCTION

Pursuant. to the -adopted Capital Facilities Plan, the District has planned some major extensions and
~ “improvements to its collection system as well as continued expansion of the South Valley Water
‘Reclamation Facility during the next three years (2007 through 2009). Remaining planned expenditures
- for.these purposes are projected at $48,591,661. The District’s portion of these planned expenditures is
. $15,512,690. Amounts expended through 2006 total $4,478,310. The District has reserved $25,899,659
of net assets for future expansion construction or new construction from impact fees collected prev10usly

NOTE 12 SEWER REIMBURSEMENT AGREEMENTS

+ The District has entered into several sewer reimbursement agreements with developers. Thé developer
installs sewer improvements on land located within the area served by the District through and/or

. adjacent to land not owned by the developer in order to obtain sewer service for the land being
developed. The District has agreed to reimburse the developer up to the amount of the actual costs of
sewer improvements installed between the property of the developer and the properties owned by third
parties. The developers will be reimbursed a portion of the connection fees collected in the future as
outlined in the réimbursement agreements. The reimbursement agreements terminate ten years after the
date the sewer lmprovement have been assigned and conveyed to the District.

The actual construction and design costs eligible for reimbursement must be submitted by the developer

within sixty (60) days after such improvements have been assigned and conveyed to the District. The -

actual costs eligible for reimbursement are to be verified and determined by the Dlstrlct’s englneer The
District w1Il not pay mterest on any of the reimbursement agreements. ‘

The sewer reimbursement agreements were 51gned on different dates between December 1, 1993 and
December 31, 2006. The District estimated the construction to be $32 per lineal foot when actual costs
were not available. The District estimates that the potential future reimburséments to developers to be
$1,049,575as of December 31, 2006. This amount will not be paid until collected and after receiving a

. written request from the developer. Future revenues could be reduced by the above amount of
connections fees. collected in the areas covered by theses agreements.

NOTE 13 RISK MANAGEMENT

The District is exposed to -various risks of loss to torts; theft of, damage to, and. destructlon of assets;

errors and omissions; and natural disasters for which the District has commercial insurance. The Distriet
also carries commercial workers’ compensation insurance. There were no significant reductions in
coverage ‘from the prior year, and settlement claims resuiting from these rlsks have not exceeded
commerclal insurance coverage in any of the past three years. -

'NOTE 14 COMMIT-MENTS AND CONTINGENCIES

. The Dlstrlct is in the process of constructmg a new sewage treatment plant located in, Rlverton, Utah ‘
“'Land for this new plant has been.purchased, and further approvals are being sought at this time. It is .
anticipated that the Riverton Treatment Facility design will take three years to design and construct. The
Riverton Treatment Facility is estimated to’ cost approximately $120 million. ~Of this amount.
approximately $30. million . will be funded from: net assets reserved for treatment, it is antlcnpated that the

: remammg pomon w1ll be-funded through the issuance of new bonds
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- Board of Trustees
South Valley Sewer District |

: REPORT ON INTERNAL CONTROL
" OVER FINANCIAL REPORTING AND ON

A

- COMPLIANCE AND OTHER MATTERS BASED - Jensen & Keddington, P. c

ON AN AUDIT OF THE FINANCIAL STATEMENTS  qrren Fobjic Accountants -
'PERFORMED IN ACCORDANCE WITH

GO VERNMENT AUDITING STANDARDS Jeffrey B. Je”Senl CPA
S Gary K. Keddington, CPA

Brent E. Christensen, CPA. -
Jeffrey B. Hill, CPA

Draper, Utah

We have audited the financial statements of South Valley Sewer District, as of and for the year ended December 31,

12006, and have issued our report thereon dated May 8, 2007. We conducted our audit in accordance with audltmg :

standards generally accepted in the United States of America and the standards applicable to financial audits contained i in
Government Auditing Standards, issued by the Comptrolier General of the United States. : .

Internal Control Over Financial Reportigg

In planning and performing our audit, we considered South' Valley Sewer District's internal control over financial-
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the ﬁnanc1al N
statements, but not for the purpose of expressing an opinion on the effectiveness of South Valley Sewer District’s control ‘
over financial reporting. Accordmgly, we do not express an opinion on the effectiveness of South Valley Sewer District’s -
internal control over financial reportmg . : : :

A control deficiency exists ,when the desngn or operation of a control does not allow management or employees, in the

normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that adversely affects South Valley Sewer

District’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally “

accepted accountmg prmc1ples such that there is more than a remote likelihood that a missiatement of South Valley. '
Sewer District’s financial statements that is more than inconsequential will not be prevented or detected by South Valley ,
Sewer District’ s mternal control. :

A material weakness isa 51gn1ﬁcant deficiency, or combination of sngmﬁcant deﬁc1en01es that results in more than a
remote likelihood that a-material misstatement of the financial statements will not be prevented or detected by South

-Valley Sewer District’s mtemal control

Our consideration of internal cOntrol over financial reporting was for the limited purpose described in the first paragraph
of this section and would not. necesSarlly identify all deficiencies in internal control that might be significant deficiencies
or material weaknesses.- We did not identify any deficiencies in internal control over financial reporting that we consider
to be material weaknesses, as defined above. ‘ co

Compliance '
As part of obtaining reasonable assurance about whether South Valley Sewer Dlstrlct s financial statements are freé of

material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements, noncompliance with which could have a direct and material effect on the determination of financial
statements amounts. However, providing an opinion on eom‘pliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. " The results of our tests dlsclosed no mstances of -

‘ noncompllance that are required to be reported under Government Auditing Standards'

Telephone (801) 262-4554 5292 So. College Dr., Suite 101 -
Fax (801) 265-9405 Salt Lake City, Utah 84123



o ThlS report is intended solely for the mformatmn and use of management and the Board of Trustees and isnot mtended to
: be and should not be used by anyone other than these speclﬁed parties. - :

Wn«{koa?%a

May 8, 2007



INDEPENDENT AUDITOR'S REPORT = .  soms————

' ON STATE OF UTAH - Jensen & Keddington, P.C.

LEGAL COMPLIANCE . Certified Fubllc Accountants

Jeffrey B. Jensen, CPA
Gary K. Keddington, CPA
o ‘ - Brent E. Christensen, CPA
Board of Trustees L Jeffrey B.'Hill, CPA

South Valley Sewer District
Draper, Utah

We have audrted the ﬁnancral staternents of South Valley Sewer District, for the year ended December 31,2006 and have
issued our report thereon dated May 8, 2007. Our audit also included testwork on the District's compliance with those
general compliance reqmrements identified in the State of Utah Legal Compliance Audit Guide, including:

Public Debt
* Cash Management

Purchasing Requirements

- Budgetary Compliance ‘
Truth in Taxation and Property Tax Limitations
Special District
Other General Compliance Issues
Impact Fees and Other Development Fees

The District: di'd-not‘receive any rnajor or nonmajor grants during the year ended December 31, 2006.

The management of South Valley Sewer District is responsible for the District's compliance with. all comphance
requirements 1dent1ﬁed above. Our responsibility is to express an opinion on compliance with those requirements based
on our audlt : o

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the adit to obtain reasonable assurance about whether material noncompliance with the requirements
referred to above occurred. An audit includes examining, on a test basis, evidence about the District's comphance wrth
those requirements. We believe that our audit provides a reasonable basis for our opinion.

The results of our audit 'procedures disclosed no instances of noncompliance with the requirements referred to above.

In our opinion, South Valley Sewer District complied, in all material respects with the general compllance requrrements
identified above for the year ended December 31, 2006. ‘ ‘

L)M#‘Kuw-?z;__

"May 8, 2007

Telephone (801) 262-4554 : 5292 So. College Dr., Suite 101
Fax (801) 265-9405 Sait Lake City, Utah 84123




